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RECOMMENDATIONS 


The  Montana  Legislarive  Council  recommends: 

1         That    the   present    maximum-hudget-without-a-vote 

schedules    be    raised    to    an   average    of   the    present 
general    fund   expenditures;    that    the    percentage 
relationship    of   the    foundation   program    to    the 
maximum-budget-without-a-vote    be    razsed   from    80% 
to    90%;    and    that   a    limitation    be    set    by    the    legvs 
lature    in    the    budgetary    increase    that   wxll    be 
allowed  from   year    to   year   for    those   distrzcvs 
spending   above    the    maximum-budget-wvthout-a-vote 

schedule. 

2.       That    all    non-property    tax   revenues,    without    ex- 
ception,   presently    funding    the    foundation    Pro- 
gram,   including   Interest   and   Income    moneys,    ail 
earmarked   county    funds,    impact    moneys,    and   out- 
of-districb    tuition    be    included   in    the    equaUza- 
tion    fund   and   distributed   on    a    statutory   Ai^B 
basis;    and    that    the    deficiency    and   basvc    county 
levy    be    funded   through   a    property    tax   on   all    of 
the    taxable    property    within    the    state. 
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EXTRAORDINARY  SESSION  II  HOUSE  BILL  NO.  37 


A  BILL  FOR  AN  ACT  ENTITLED:   "AN  ACT  APPROPRIATING  TVVELVE 
THOUSAND  DOLLARS  ($12,000)  TO  THE  LEGISLATIl^E  COUNCIL  TO  STUDY 
THE  FOUNDATION  PROGRAM  AND  MAKE  RECOMMENDATIONS  FOR  IMPROVEMENT 
OF  THE  FOUNDATION  PROGRAM  STRUCTURE  TO  THE  FORTY-THIRD  LEGISLA- 
TIVE ASSEMBLY." 


BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF 
MONTANA : 

Section  1.   There  is  hereby  appropriated  from  the  general 
fund  the  sum  of  twelve  thousand  dollars  ($12,000)  to  the  Legis- 
lative Council  to  study  the  foundation  program  and  make  recom- 
mendations for  improvement  of  the  foundation  program  structure 
to  the  forty-third  legislative  assembly. 


Section  2.   Any  and  all  federal  and  private  revenue  that  is 
available  is  hereby  appropriated. 
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INTRODUCTION 

House  Bill  No.  37  of  the  second  extraordinary  session  of  the  42nd 
Montana  Legislative  Assembly  appropriated  funds  and  requested 
the  Legislative  Council  to  "study  the  Foundation  Program"  and 
recommend  improvements  in  the  "Foundation  Program  structure"  to 
the  43rd  Legislature.   The  study  was  requested  because  legisla- 
tors had  experienced  for  ten  years  (since  the  last  review)  the 
effect  of  price  inflation  on  the  method  of  financing  public 
schools  in  Montana.   It  became  increasingly  obvious  that  the  per- 
ceived expenditures  for  education  were  increasing  faster  than 
legislative  response  to  those  expenditures.   The  inequities 
caused  by  this  unrequited-demand  gap  became  more  apparent  as 
time  went  on  and  the  inflationary  spiral  continued. 

The  foresightedness  of  those  requesting  the  study  was  reaffirmed 
on  August  30,  19  71,  when  the  California  Supreme  Court,  m  Serrano 
v.  Priest,  by  a  majority  of  6-1,  announced  a  decision  that  seems 
Tikely  to  be  of  landmark  significance.   While  the  judgment  did 
not  terminate  the  litigation,  the  court  tentatively  concluded 
that  the  state's  system  of  public  school  finance  denies  children 
and  taxpayers  the  equal  protection  guaranteed  xander  the  14th 
Amendment,  because  it  produces  substantial  disparities  among 
school  districts  in  the  amount  of  revenue  available  for  education. 
While  this  decision  has  no  immediate  legal  impact  outside  Cali- 
fornia, if  its  analysis  is  correct,  the  public  school  finance 
systems  in  the  great  preponderance  of  states,  including  Montana, 
are  unconstitutional  as  well. 

In  California,  as  in  Montana,  public  elementary  and  secondary 
schools  depend  in  large  part  on  funds  generated  from  local  prop- 
erty taxes.   Because  taxable  real  property  valuation  on  a  per 
pupil  basis  varies  widely  from  district  to  district,  receipts 
from  local  property  taxes  per  pupil  vary  widely  as  well.   Al- 
though California,  again  like  Montana,  provides  aid  from  general 
state  revenue  sources  to  school  districts  pursuant  to  a  formula 
that  purports  to  equalize  interdistrict  disparities,  such  dis- 
parities continue  to  exist.   Addressing  itself  to  this  phenomenon, 
the  Court  observed: 

Affluent  districts  can  have  their  cake  and  eat  it  too; 
they  can  provide  a  high  quality  education  for  their 
children  while  paying  lower  taxes.   Poor  districts, 
by  contrast,  have  no  cake  at  all. 

The  Court  further  declared: 

We  have  determined  that  this  funding  scheme  invidious- 
ly discriminates  against  the  poor  because  it  makes 
the  quality  of  a  child's  education  a  function  of  the 
wealth  of  his  parents  and  neighbors.   Recognizing  as 
we  must  that  the  right  to  an  education  is  a  funda- 
mental interest  which  cannot  be  conditioned  upon 
wealth,  we  can  discern  no  compelling  state  purpose 
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necessitating  the  present  method  of  financing. 

Another  recent  decision  in  the  United  States  District  Court  in 
Minnesota,  Van  Dusartz  v.  Hatfield,  came  to  the  same  conclusion 
regarding  educational  finance  in  that  state.   As  to  the  relation 
between  cost  and  quality,  the  Court  stated: 

.  .  .the  legislature  would  seem  to  have  foreclosed 
this  issue  to  the  state  by  establishing  a  system  en- 
couraging variation  in  spending;  it  would  be  high 
irony  for  the  state  to  argue  that  large  portions  of 
the  educational  budget  authorized  by  law  are  in  ef- 
fect thrown  away . 

Also,  in  December  1971,  in  Rodriguez  v.  San  Antonio  Independent 
School  District,  a  three  judge  panel  of  the  United  States  District 
Court,  Western  District  of  Texas,  ruled  that  the  method  of  fi- 
nancing elementary  and  secondary  education  in  that  state  violates 
the  14th  Amendment.   The  Court's  decision  was  based  on  the  same 
reasoning  expressed  in  the  Serrano  decision.   The  Court  granted 
state  officials  a  period  of  two  years  in  which  to  devise  a  plan 
to  reallocate  school  funds  to  assure  that  children's  educational 
opportunities  are  not  a  function  of  wealth  other  than  a  function 
of  wealth  of  the  state  as  a  whole.   The  State  Board  of  Education 
voted  to  appeal  the  decision  to  the  United  States  Supreme  Court. 
On  Jiine  9,  1972,  the  Supreme  Court  of  the  United  States  agreed 
to  consider  the  question. 

These  cases,  and  a  final  determination  by  the  Supreme  Court  of 
the  United  States  provide  a  very  limited  framework  within  which 
could  be  considered  the  mandate  of  the  bill  setting  up  this 
study.   These  cases  suggest  that  a  state  may  adopt  any  method 
of  funding  education  so  long  as  variations  in  wealth  among  the 
governmental ly  chosen  units,  the  school  districts,  do  not  affect 
the  quality  of  education  of  the  child.   Further,  the  courts  have 
cast  a  jaundiced  eye  upon  the  use  of  the  local  property  tax  as 
the  f\inding  base.   In  California,  where  5  6%  of  the  school  revenue 
comes  from  the  local  property  tax,  the  Court  held  that  such  a 
local  base  was  "inheritently  suspect"  and  violated  the  14th 
Amendment.   The  Serrano  case  and  its  predecessors  have  potential 
meaning  for  Montana,  where  6  7%  of  the  costs  of  education  are 
funded  through  a  local  property  tax. 

This  is  not  to  say  that  Montana's  method  of  distributing  funds  is 
faulty  or  subject  to  challenge.   The  problem  in  Montana  and 
other  states  is  not  what  the  state  is  or  isn't  doing  with  its 
foundation  program;  it  is  what  the  state  is  doing  by  letting  the 
local  districts  tax  an  unequalized  amount  of  property.   It  is 
invariably  true  in  all  the  states  but  Hawaii  that  no  matter  how 
fair  the  foundation  plan,  at  some  point  the  state  quits  but  the 
districts  do  not.   The  districts  levy  local  taxes  and  spend  on 
top  of  the  foundation  plan,  and  therein  arise  the  essential  in- 
equities . 

At  the  very  outset  of  this  study,  various  approaches  were  considered 
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regarding  a  study  of  the  Montana  Foundation  Program.   It  was  de- 
cided tnat  the  prime  objective  of  the  study  was  to  determine 
whether  there  were,  in  fact,  inequities  caused  by  the  funding 
structure  of  the  Foundation  Program  and  if  such  inequities  v/ere 
found  to  exist,  that  remedial  legislation  be  recommended  de- 
signed to  correct  those  inequities. 

This  study,  therefore,  is  divided  into  three  parts.   The  first 
part  involves  an  institutionally  oriented  description  of  the 
Foundation  Program  and  its  sources  of  revenue.   The  second  part 
of  the  study  is  an  attempt  to  determine  whether  the  Foundation 
Program  or  its  revenue  sources  cause  sugnificant  inequities 
among  students  and  taxpayers.   The  third  part  of  the  study  in- 
volves suggestions  and  recommendations  regarding  solutions  to 
the  identifiable  inequities. 


MONTANA  SCHOOL  FUNDING  METHODS 

Equalization  of  educational  opportunity  has  long  been  an  impor- 
tant goal  of  those  concejmed  with  public  school  finance.   There 
is  little  doubt  that  the  "equalization  concept"  is  a  highly  es- 
teemed value  in  American  culture.   It  is  a  principle  which  is 
based  upon  the  assumption  that  our  democratic  form  of  govern- 
ment is  best  served  by  extending  equally  an  adequate  minimum 
educational  opportunity  to  all  children. 

Section  75-6901,  R.C.M.  1947,  provides  that  a  uniform  system  of 
free  education  shall  be  established  and  that  the  state  shall 
"...  aid  in  the  support  of  its  several  school  districts  on  the 
basis  of  their  financial  need  as  measured  by  the  foundation  pro- 
gram .  .  .  ."   The  following  sections  of  Chapter  69  define  "fi- 
nancial need"  in  terms  of  maximiom  school  district  budgets,  and 
in  terms  of  the  amo^ant  of  state  and  county  grants  to  each  dis- 
trict on  the  basis  of  an  average  number  of  pupils  belonging  to 
each  district.   The  distribution  of  state  and  counny  aid  takes 
into  consideration  necessary  unit  cost  variations  (according  to 
the  particular  programs  provided  by  the  school  district)  and  the 
variations  in  the  yield  of  local  tax  effort.   Since  the  thrust 
of  this  study  involves  consideration  of  this  difference  in  local 
tax  effort,  the  Montana  school  funding  method  will  be  examined 
in  terms  of  its  revenue  sources. 

A  precise  response  to  the  question  of  sources  of  school  revenue 
is  extraordinarily  complicated.   In  Montana,  only  a  few  key  ad- 
ministrative officers  in  the  state  superintendent's  office  and 
those  intimately  involved  in  the  creation  of  the  Foundation  Pro- 
gram plan  are  sufficiently  informed  about  the  complexities  of  the 
Montana  school  finance  formulas.   However,  a  non-technical  ex- 
planation of  the  general  financial  framework  can  begin  with  a 
discussion  of  three  resource  components:   (1)  locally  generated 
revenues  (primarily  from  the  property  tax) ;  (2)  state-provided 
funds;  and  (3)  a  residual  category  composed  mostly  of  federal 
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government  moneys . 

Section  75-6912,  R.C.M.  1947,  defines  the  revenue  sources  derived 
from  the  county  in  support  of  the  Foundation  Program.   The  revenue 
sources  for  both  elementary  and  high  school  foundation  programs 
include  the  basic  county  levy  (25  mills  for  elementary  schools 
and  15  mills  for  high  schools) ,  portions  of  the  federal  forest 
reserve  funds  distributed  to  the  county  under  Section  79-205, 
portions  of  the  federal  Taylor  Grazing  Act  funds  distributed 
to  the  county  pursuant  to  Section  79-202,  portions  of  the  feder- 
al flood  control  act  funds  distributed  under  Section  79-2102, 
moneys  from  fines  not  specifically  earmarked,  and  cash  reappro- 
priated  from  the  preceding  fiscal  year  school  account. 

In  addition  to  the  county  equalization  contributions,  any  funds 
received  from  the  federal  government  or  the  state  contributed  in 
lieu  of  the  property  taxes  produced  by  the  basic  county  levy  are 
also  deposited  in  the  county  equalization  fund. 

The  following  county  revenues  make  up  the  county  equalization 
fund  which  contributes  to  the  district  foundation  program: 


basic  County 
Levy- 

Fore  St  Reserve 
Funds 

Taylor  Grazing 
Act  Fund 

Federal  Flood 

Control  Act 

Funds 

County  Equalization 
Moneys 

1       Fines 

Cash 
Reappropriation 

Federal  &  State 
Impact  Moneys 

Revenue  for  state  equalization  aid  is  defined  by  Section  75-6916 
and  includes  the  following  revenue  sources:   25%  of  all  moneys 
derived  from  the  state  income  tax,  25%  of  all  moneys  received 
from  collection  of  the  corporation  license  tax,  50%  of  all  moneys 


)^^^^^i^.r^ 


-5- 


derived  from  the  state's  share  of  oil  and  gas  royalties  and  any 
legislative  appropriation. 

The  state  equalization  aid  then  includes: 


25%  State 
Income  Tax 

25%  Corp. 
License  Tax 

State  Equalization 
Aid 

50%  Oil 
&  Gas  Royalties 

Legislative 
Appropriation 

The  third  revenue  source  is  derived  from  the  Interest  and  Income 
moneys  provided  for  in  Article  XI,  Section  5  of  the  state  Con- 
stitution and  includes  95%  of  the  interest  received  from  the  in- 
vestment of  the  public  school  fund,  95%  of  the  interest  received 
from  the  investment  of  any  other  school  funds,  92  1/2%  of  the 
income  from  lease  of  state  lands  and  92  1/2%  of  any  other  income 
received  from  any  other  contracts  involving  school  lands  of  the 
state . 

The  state  Interest  and  Income  contributions  include: 


95%  of 
interest  on 
Public  School  Funds 

95%  of 
interest  on  any 
Other  School  Funds 

Interest  &  Income 

Aid 

92^5%  of 
income  from 
lease  of  State 
School  Lands 

92^5%  of 
income  from 
School  Lands 
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In  summary,  then,  the  total  revenues  received  from  co 
ization  aid,  state  equalization  aid  and  Interest  and 
make  up  the  foundation  program.  However,  if  the  tota 
these  three  revenue  sources  is  less  than  the  required 
program  amount  as  defined  by  80%  of  the  maximum-budge 
a-vote  for  any  given  district,  then  the  county  must  1 
tional  deficiency  levy  to  make  up  the  difference  for 
trict  within  the  county.  This  is  the  fourth  source  o 
making  up  the  foundation  program. 


unty  equal- 
Income  aid 
1  amount  of 
foundation 
t-without- 
evy  an  addi- 
each  dis- 
f  revenue 


County  Aid 

1   State  Aid 

Foundation 

Program 

Interest 
&  Income 

Deficiency 
Levy 

PERMISSIVE  AND  VOTED  REVENUE  SOURCES 


Section  75-6922,  R.C.M.  1947,  provides  "...  whenever  the  trus- 
tees of  any  district  shall  deem  it  necessary  to  adopt  a  general 
fund  budget  in  excess  of  the  foundation  program  amount  but  not 
in  excess  of  the  maximum  general  fund  budget  amount  they  may  do 
so  without  a  voted  levy."   The  section  gives  the  trustees  the 
discretion  to  levy  a  tax  sufficient  to  provide  revenue  in  addi- 
tion to  the  state,  county  and  Interest  and  Income  aid  as  des- 
cribed above.   This  levy  can  be  applied  by  the  district  trustees 
without  a  vote  of  the  taxpayers  in  the  district. 

If  the  trustees  establish  a  budget  which  is  in  excess  of  the 
statutory  limitations  of  Section  75-6905,  they  have  the  authority 
to  fund  such  a  budget  by  submitting  a  request  for  a  levy  to  pro- 
vide the  additional  revenue  to  the  taxpayers  of  the  district.   A 
special  election  is  set  and  the  voters  of  the  district  decide 
whether  the  additional  tax  will  be  levied  to  provide  the  excess 
budget  request. 

In  summary,  a  school  district  in  the  state  of  Montana  adopts  a 
budget  whereby  the  trustees  can  effectively  operate  the  schools 
in  the  district  for  that  particular  year.   The  district  then  adds 
the  amount  of  equalization  aid  received  from  the  county  to  the 
amount  of  equalization  aid  received  from  the  state  to  the  amount 
of  Interest  and  Income  money  received  from  the  state  to  the  amount 
received  from  the  county  through  the  deficiency  levy.   At  this 
point,  the  district  adds  cash  reappropriated  from  the  preceding 
year  and  federal  impact  funds  granted  to  the  district  in  lieu  of 
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local  property  taxes.   The  district  may  then  levy,  without  a 
vote,  a  tax  sufficient  to  provide  revenues  up  to  the  amount  of 
the  "maximum-budget-without-a-vote. "   If  the  adopted  budget  is 
in  excess  of  the  total  revenues  received  up  to  the  maximum  budget 
then  the  district  must  ask  the  taxpayers  of  the  district  to  vote 
a  levy  which  will  provide  sufficient  revenues  to  fund  the  adopt- 
ed budget. 

A  district  general  fund  budget  is  funded,  therefore,  as  follows: 

General  Fund  Budget  =  county  equalization  aid  +  state 
equalization  aid  +  interest  and  income  aid  +  deficien- 
cy levy  revenue  +  cash  reappropriated  and  federal  im- 
pact money  +  permissive  levy  revenue  +  voted  levy 
revenue. 


County  Aid 

__ 

h 

1  State  Aid 

Foundation 
Program 

+ 

Permissive 

Levy 

District 
_  General 
Fund 

+ 

Voted 
Levy 

Interest  & 
Income 

Statutory  1 

Miaxi 

mum  Budget 

Without  A  Vote 

Deficiency 
Levy 

SCHOOL  FINANCE  INEQUITIES  IN  MONTANA 


The  basic  question  that  must  be  answered  to  provide  any  meaning- 
ful examination  of  the  method  of  financing  schools  in  Montana  is 
whether  the  practical  application  of  the  method  does,  in  fact, 
cause  inequities  to  taxpayers  as  well  as  students. 

"Equality"  is  a  difficult  word  to  define.   Though  it  carries  a 
favorable  connotation,  it  is  ambiguous  and  encompasses  many  com- 
plicated concepts.   It  is  practically  impossible  to  arrive  at  a 
definition  of  equality  which  is  suitable  for  all  purposes;  in- 
stead "equality"  for  instant  purposes  shall  be  described  as  it 
relates  to  the  financing  of  education. 

The  basic  value  that  underlies  this  study  is  that  it  is  repug- 
nant to  the  idea  of  financial  or  educational  equality  that  the 
quality  of  a  child's  education  is  determined  by  accidents  of 
birth,  wealth,  or  geography;  that  a  child  who  lives  in  a  poor 
district  is,  by  reason  of  that  fact  alone,  entitled  to  lower 
public  investment  in  his  education  than  a  child  in  a  rich  dis- 
trict.  It  is  unconscionable  that  a  poor  man  in  a  poor  district 
must  often  pay  taxes  at  higher  rates  for  the  inferior  education 
of  his  child  than  the  man  of  means  in  a  rich  district  pays  for 
the  superior  education  of  his  child.   Yet,  incredibly,  that  is 


-8- 


the  situation  today  in  most  of  the  fifty  states,  and  that  is  the 
case  in  Montana. 

The  Montana  method  of  financing  its  public  schools  does  not  pro- 
vide educational  or  fiscal  equality.   In  fact,  its  structure 
and  funding  insures  the  continuance  of  basic  inequality  in  educa- 
tional revenue  raising  and  expenditure. 

It  is  not  necessary  to  review  again  the  elements  of  the  state 
distribution  formula  designed  to  minimize  some  of  the  inequities 
arising  out  of  differences  in  taxable  property  value  among  dis- 
tricts.  It  is  sufficient  to  say  that  expenditures  per  pupil 
throughout  the  state  tend  to  vary  directly  with  the  value  of 
taxable  property  in  the  state  and  that  the  state  distribution 
formula  does  not  in  fact  eliminate  large  discrepancies  in  per 
pupil  expenditures.   Furthermore,  the  wide  differences  in  taxa- 
ble valuation  per  pupil  among  the  various  districts  of  the  state 
dictate  that  many,  and  in  fact,  a  majority  of  the  taxpayers  in 
the  state  are  paying  significantly  more  for  their  share  of  public 
school  finance  than  other  taxpayers  simply  because  the  taxable 
valuation  per  pupil  in  their  particular  district  is  significant- 
ly lower  than  the  taxable  valuation  per  pupil  of  their  neighbor's 
district . 

Table  I,  listing  selected  school  districts  in  the  state,  striking- 
ly illustrates  the  disparities  that  now  exist  and  must  be  elimi- 
nated.  They  are  by  no  means  unique;  similar  disparities  exist 
throughout  the  state.   An  examination  of  the  general  fund  data 
of  the  following  districts  for  the  year  1971  illustrates  the  de- 
ficiencies of  the  existing  method  of  financing. 

School  District  #17  in  Fallon  County  spends  $715  per  ANB  and  is 
not  required  to  use  any  district  levy,  whereas  School  District 
#7  in  Missoula  County  only  spends  $496  per  pupil  and  must  levy 
4  3.44  mills  to  provide  that  smaller  per  pupil  expenditure.   How- 
ever, the  state  equalization  aid,  which  is  supposed  to  equalize 
the  difference  in  ability  to  produce  revenue,  distributes  $204 
per  ANB  to  District  #17  and  $211  per  ANB  to  District  #7.   Another 
example  of  this  disparity  is  in  Powell  County,  District  #1,  and 
Richland  County,  District  #11.   The  Powell  County  district  spends 
$568  per  pupil  whereas  the  Richland  County  district  spends  $843 
per  pupil.   Yet  the  state  equalization  aid  is  higher  ($192  per 
ANB)  in  the  Richland  County  district  than  it  is  in  the  Powell 
County  district  ($185  per  ANB) .   The  county  equalization  aid  has 
a  substantial  effect  on  the  amount  of  state  aid  to  the  district. 
However,  the  rich  district  in  the  rich  county  still  receives  as 
much  or  more  aid  than  the  poor  district  in  the  poor  county. 

The  Richland  County  district  receives  more  money  per  ANB  from 
the  state  than  does  the  Powell  County  district.   But  the  amount 
of  state  aid  in  question  does  not  begin  to  equalize  the  school 
revenues  in  these  two  districts.   The  state  grant  to  District  #11 
in  Richland  County  is  greater  than  the  state  grant  to  District 
#1  in  Powell  County  but  at  the  same  time  the  Richland  County 
district  can  generate  over  $51,000  more  per  student  in  local 
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property  taxes  than  can  the  Powell  County  district.   The  state 
aid  is  greater  to  the  Richland  County  district  because  it  has 
an  ANB  of  36.   A  school  district  with  less  than  40  ANB  is  allowed 
a  higher  maximum  budget  and  more  state  aid  because  it  is  a 
"small"  school  and  the  schedules  are  designed  to  give  more  money 
to  the  smaller  schools  regardless  of  whether  they  are  situated 
in  a  wealthy  district.   The  result  can  be  seen  in  the  comparison 
of  the  larger,  poorer  Powell  County  district,  which  receives 
less  state  aid  than  the  smaller  wealthy  Richland  County  district. 
This  special  consideration  given  the  "small"  districts  runs 
contrary  to  the  equalization  policy  and  thereby  defeats  the  pur- 
pose of  granting  a  greater  amount  of  state  aid  to  poor  districts. 


TABLE  1 

Wealth  and  Expenditure  Data 
For 
Selected  Elementary  School  Districts 
1971-72  School  Year 


Expendi- 

Dist 

Tax.  Val. 

State  Aid 

County 

Dist 

ANB 

ture/ANB 

Levy 

per  ANB 

per  MiB* 

Flathead 

50 

768 

503 

37.22 

$ 

2,628 

213 

Missoula 

7 

317 

496 

43.44 

$ 

2,693 

211 

Ravalli 

15-6 

298 

471 

27.25 

$ 

3,461 

199 

Ravalli 

13 

103 

570 

28.39 

$ 

3,634 

223 

Powell 

1 

1182 

568 

51.23 

$ 

3,6  70 

185 

Cascade 

85 

125 

664 

58.49 

$ 

3,701 

281 

Flathead 

15 

102 

571 

29.83 

$ 

3,831 

243 

Flathead 

17 

81 

5  80 

21.50 

$ 

5,403 

257 

Madison 

5 

185 

595 

26.62 

$ 

6,389 

90 

Sanders 

8 

74 

568 

17.63 

$ 

6,454 

50 

Powell 

27 

63 

588 

13.71 

$ 

8,587 

207 

Stillwater 

31 

19 

516 

11.14 

$ 

8,947 

141 

Lewis  5.  Clark 

3 

220 

713 

22.59 

$ 

11,393 

278 

Sheridan 

7 

182 

847 

28.46 

$ 

13,948 

175 

Toole 

2 

219 

758 

20.84 

$ 

14,339 

53 

Sheridan 

3 

172 

733 

17.53 

$ 

15,999 

151 

Hill 

88 

105 

1229 

42.74 

$ 

17,003 

249 

Teton 

28 

166 

798 

18.51 

$ 

19,241 

116 

Roosevelt 

9 

126 

857 

14.87 

$ 

22,925 

183 

Valley 

24 

8 

1019 

6.85 

$ 

38,244 

348 

Carbon 

34 

138 

982 

11.68 

$ 

38,357 

79 

Richland 

11 

36 

843 

6.28 

$ 

54,437 

192 

Powder  River 

22 

75 

1030 

3.35 

$ 

167,449 

49 

Cascade 

95 

3 

2470 

2.17 

$ 

205,219 

1374 

Fallon 

17 

11 

715 

0.00 

$ 

211,212 

204 

*This  column  contains  the  amount  of  state  equalization  aid  per 
ANB.   This  amount  does  not  include  I  &  I  moneys. 
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It  certainly  cannot  be  argued  that  District  #1  in  Powell  County 
is  not  taxing  itself  enough  for  educational  services  because  the 
residents  do  not  care  about  the  schools.   District  #1  is  required 
to  levy  a  millage  of  51.2  3  in  addition  to  the  basic  county  levy 
the  taxpayers  of  District  #1  pay  to  Powell  County.   On  that 
basis  it  could  effectively  be  argued  that  the  taxpayers  in  Dis- 
trict #11  of  Richland  Coiinty  do  not  care  as  much  about  educa- 
tional services  because  they  pay  no  district  taxes.   Yet  the 
state,  in  fact,  subsidizes  the  district  to  a  greater  extent  than 
in  Powell  County  and  it  is  obvious  that  the  taxpayers  in  Rich- 
land County,  District  #11,  do  not  have  to  pay  a  district  tax  be- 
cause of  that  state  aid.   To  make  matters  worse.  District  #11 
in  Richland  County  is  providing  almost  $300  for  each  student 
more  than  District  #1  in  Powell  County  can  provide  with  a  very 
heavy  mill  levy.   Part  of  this  inconsistent  state  aid  payment  is 
due  to  the  difference  in  county  wealth.   However,  the  same  kind 
of  disparities  can  be  shown  at  the  county  level. 

The  story  of  these  two  districts  can  be  repeated  over  and  over 
again  by  comparing  other  districts  throughout  the  state.   A 
microcosmic  picture  is  painted  in  the  above  table.   As  the  table 
illustrates,  expenditures  per  student  increase  as  the  taxable 
valuation  per  student  increases.   At  the  same  time,  the  necessi- 
ty of  the  district  to  use  district  levies  decreases.   Also,  as 
noted  above,  the  amount  of  state  equalization  aid  does  not  signi- 
ficantly change.   The  result  of  this  is  that  the  head  of  the 
household  in  the  poorer  districts  was  paying  a  greater  portion  of 
his  income  as  school  property  taxes  while  at  the  same  time  re- 
ceived substantially  fewer  dollars  for  each  pupil  in  revenues 
for  education. 

These  conclusions  are  supported  by  a  statistical  analysis  of  ele- 
mentary and  high  school  data  done  by  the  Office  of  the  Superinten- 
dent of  Public  Instruction. 1   The  study  demonstrated  a  positive 
correlation  between  district  wealth  increase  and  per  pupil  expen- 
diture increase.   The  study  found,  further,  that  as  district  taxa- 
ble wealth  increases  the  amount  of  state  aid  per  pupil  also  tends 
to  increase;  a  phenomenon  which  is  contrary  to  the  goal  of  the 
foundation  equalization  scheme.   "In  fact,  the  data  strongly  sug- 
gests that  .  .  .  the  wealthier  elementary  districts  are  receiving 
more  state  funds  on  a  per  pupil  basis  than  the  poorer  districts." 
Finally,  the  study  supports  the  conclusion  demonstrated  by  the 
foregoing  table  that  as  district  wealth  increases  the  total  prop- 
erty tax  levy  tends  to  decrease. 

The  superintendent  summarized  the  conclusions  supported  by  the 
analysis  as  follows: 

With  respect  to  the  financing  of  general  fund  support- 
ed educational  programs,  a  statistical  comparison  of 


-'-A  Study  of  Basic  Educational  Program  Funding  Methodology  in 
Montana,  Jan.,  1972,  Office  of  the  Superintendent  of  Public  In- 
struction. 
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elementary  school  districts  shows  that  wealthier 
districts  (TV/ANB)  tend  to 

(1)  spend  more  per  pupil  on  basic  education 
programs, 

(2)  receive  more  state  aid  per  pupil  in  sup- 
port of  these  programs, 

(3)  pay  less  in  district  property  taxes  in 
support  of  these  programs, 

(4)  receive  more  district  revenue  per  student 
in  support  of  these  programs, 

(5)  pay  less  in  county  property  taxes  for 
these  programs, 

(6)  receive  more  county  support  per  pupil, 

(7)  pay  less  in  total  property  taxes  in  sup- 
port of  these  programs, 

than  do  poorer  districts. 

The  largest  contributor  to  these  disparities  is  the  difference  in 
taxable  valuation  per  pupil  in  the  various  elementary  districts. 
These  differences  range  from  a  minimum  of  $57  per  ANB  in  Billings, 
District  #58,  and  $105  per  ANB  in  District  #87  of  Hill  County  to 
a  maximum  of  $649,683  per  ANB  in  Baker,  District  #17.   Translated 
into  revenue  producing  potential,  one  mill  in  District  #58  of 
Yellowstone  County  will  produce  approximately  5.7  cents  and  one 
mill  in  District  #87  of  Hill  County  will  produce  10.5  cents.   In 
District  #17  of  Fallon  County,  one  mill  will  produce  $649.68.  1-z 
is  obvious  then  that  with  such  local  unit  v/ealth  disparities 
any  funding  scheme  which  depends  upon  the  local  wealth  will  cause 
tremendous  disparities  in  the  amount  of  money  available  for  educa- 
tion and  the  burden  the  taxpayer  must  assume  to  pay  for  the  educa- 
tion of  his  children. 


Since  the  basic  county  property  tax  levy  makes  up  a  substantial 
portion  of  the  total  tax  bill  for  schools  in  any  given  district, 
a  short  discussion  of  the  disparities  in  wealth  among  the  coun- 
ties is  in  order.   County  taxable  valuation  per  student  for  ele- 
mentary school  students  ranges  from  $4,4  35  per  student  in  Lincoln 
County  to  $41,436  in  Powder  River  County.   For  high  schools,  the 
range  in  taxable  valuation  per  student  is  from  $10,089  in  Ravalli 
County  to  $81,091  in  Powder  River  County.   It  can  be  seen  from 
this  range  and  from  the  groupings  in  Table  II  that  the  dispari- 
ties in  taxable  valuation  per  student  ...  or  wealth  per  stu- 
dent .  .  .  are  not  as  great  as  the  wealth  disparities  at  the 
district  level. 
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TABLE  II 


Taxable  Valuations  Per  Pupil  By  County 
for  Elementary  and  High  School 


County 

Beaverhead 

Big  Horn 

Blaine 

Broadwater 

Carbon 

Carter 

Cascade 

Chouteau 

Custer 

Daniels 

Dawson 

Deer  Lodge 

Fallon 

Fergus 

Flathead 

Gallatin 

Garfield 

Glacier 

Golden  Valley 

Granite 

Hill 

Jefferson 

Judith  Basin 

Lake 

Lewis  and  Clark 

Liberty 

Lincoln 

Madison 

McCone 

Meagher 

Mineral 

Missoula 

Musselshell 

Park 

Petroleum 

Phillips 

Pondera 

Powder  River 

Powell 

Prairie 

Ravalli 

Richland 

Roosevelt 

Rosebud 

Sanders 


High  School 

Elementary  School 

Tax.  Val. 

Tax.  Val. 

per  ANB 

per  ANB 

22,044 

9,154 

21 

401 

6 

299 

14 

676 

6 

043 

23 

965 

10 

586 

23 

017 

13 

261 

55 

225 

18 

121 

12 

619 

4 

749 

28 

432 

16 

877 

15 

106 

6 

952 

19 

853 

9 

603 

14 

072 

7 

421 

16 

027 

7 

528 

43 

112 

20 

909 

20 

768 

9 

Oil 

12 

288 

5 

794 

15 

195 

6 

297 

43 

525 

14 

244 

22 

,161 

7 

780 

38 

569 

31 

002 

20 

981 

10 

428 

13 

,099 

6, 

140 

20 

518 

7 

926 

36 

696 

19, 

437 

12, 

975 

5, 

739 

12 

712 

5 

464 

27 

928 

16, 

212 

10 

093 

4, 

435 

24 

438 

13, 

835 

33 

232 

13, 

492 

38 

,056 

14 

200 

14 

,648 

5 

561 

13 

,138 

5, 

250 

21 

587 

10 

335 

13 

212 

7, 

329 

41 

,248 

17 

863 

23 

,304 

11 

214 

17 

,878 

7 

321 

81 

,091 

41, 

436 

14 

,805 

5, 

970 

26 

,878 

17 

237 

10 

,089 

4, 

766 

19 

,634 

9 

742 

15 

,674 

7 

,563 

41 

,047 

12 

165 

21 

,249 

9 

951 
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TABLE  II 
(continued) 


County 

Sheridan 

Silver  Bow 

Stillwater 

Sweet  Grass 

Teton 

Toole 

Treasure 

Valley 

Wheatland 

Wibaux 

Yellowstone 


High  School 

Tax.  Val. 

per  ANB 

20,787 
20,068 
22,039 
28,890 
23,089 
26,444 
22,942 
15,122 
20,099 
66,116 
14,596 


Elementary  School 

Tax.  Val. 
per  ANB 

9,968 
6,925 

10,114 
15,614 
11,654 
13,664 
12,884 

7,067 
12,815 
31,129 

6,308 


LEGISLATIVE  REMEDIES 


Since  any  consideration  of  education  or  educational  financing  is 
by  necessity  a  complex  task  and  subject  to  many  differences  of 
opinion,  two  open  hearings  were  held  for  the  purpose  of  allowing 
interested  parties  to  present  statements  expressing  their  con- 
cerns, ideas  and  suggestions  for  improvements  of  school  finance 
in  Montana.   Representatives  of  the  Montana  Education  Associa- 
tion, Montana  School  Board  Association,  Montana  Association  of 
School  Administrators,  Montana  Parent  Teachers  Association,  Mon- 
tana Federation  of  Teachers,  American  Association  of  University 
Women,  Office  of  the  Superintendent  of  Public  Instruction,  and 
the  Montana  Taxpayers  Association  attended  these  hearings  and 
presented  testimony. 

The  common  concern  among  these  parties  was  that  the  subcommittee 
focus  upon  improving  equity  in  the  tax  structures  supporting  the 
public  schools.  The  common  point  of  agreement  was  that  the  dual 
system  of  equalization  presently  existing  in  Montana  was  a  well- 
conceived  and  uncomplicated  method  of  equalizing  the  wealth  dis- 
parities in  the  state.  Each  advocated  improving  the  tax  base 
from  which  revenues  were  derived  and  continuing  the  use  of  the 
existing  methods  of  distributing  those  revenues. 

Each  of  these  witnesses  commented  on  the  impetus  given  reconsidera- 
tion of  equity  in  funding  schools  by  the  Serrano-type  cases.   The 
one  clear  constitutional  requirement  announced  in  Serrano  and 
likely  to  be  accepted  by  subsequent  judicial  rulings,  is  the  un- 
tying of  the  cost  of  public  education  from  the  accident  of  a 
local  unit's  aggregate  taxable  wealth.   In  considering  legisla- 
tive options  for  complying  with  the  14th  Amendment,  achievement 
of  that  untying  is  the  first  and  indispensable  element.   In 
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con junction  with  this,  the  subcommittee  felt  the  most  desirable 
goal  to  be  accomplished  was  to  find  a  method  of  raising  and  dis- 
tributing money  for  schools  on  an  equitable  basis  and  to  be  as- 
sured that  the  alternative  course  of  reform  is  politically  ac- 
ceptable . 

The    Council    recommends    that    the   present    maximum- 
budget-without-a-vote    schedules    be    raised    to    an 
average    of   the    present    general    fund   expenditures; 
that    the    percentage    relationship    of   the   foundation 
program    to    the    maximum-budget-without-a-vote   be 
raised   from    80%    to    90%;    and    that   a    limitation   be 
set   by    the    legislature    in    the    budgetary    increase 
that   will    be    allowed   from   year    to    year   for    those 
districts    spending   above    the    maximum-budget-with- 
out-a-vote   schedule . 

It   further   recommends    that    all    non-property    tax 
revenues ,    without    exception,    presently    funding 
the   foundation   program,    including   Interest   and   In- 
come   moneys,    all    earmarked   county    funds,    impact 
moneys,    and   out-of-dis  trict    tuition    be    included   in 
the    equalization   fund   and   distributed   on   a    statu- 
tory   ANB   basis;    and    that    the    deficiency   and   basic 
county    levy    be    funded    through    a   property    tax   on 
all    of   the    taxable   property    within    the    state. 

DERIVING  EXTRA  REVENUE  FROM  COUNTY  DEFICIENCY  LEVY 

If  the  foregoing  recommendation  is  implemented  without  using  a 
statewide  property  tax,  it  will  go  only  halfway  toward  untying 
the  state's  method  of  financing  schools  from  the  disparities  of 
local  unit  wealth. 

As  was  noted  earlier  in  the  study,  the  disparities  in  taxable 
valuation  among  the  counties  is  not  as  great  as  the  disparities 
in  taxable  valuation  among  the  many  school  districts  in  the 
state.   If  the  school  funding  structure  were  changed  such  that 
the  primary  burden  for  financing  schools  was  shifted  from  the 
districts  to  the  counties,  the  disparities  in  effect  on  taxpayers 
would  thereby  be  reduced. 

One  of  the  primary  causes  of  disparities  in  spending  and  tax 
burden  is  the  districts'  ability  and  willingness  to  fund  a  sub- 
stantial portion  of  their  budgets  through  district  levies.   Be- 
cause the  wealthier  districts  are  able  to  produce  more  money  and 
carry  inflated  budgets  than  poorer  districts,  the  voted  levy  is 
much  lower  and  the  taxpayers  much  more  receptive  to  approve  the 
levy.   On  the  other  hand,  the  poorer  districts  must  submit  a 
more  formidable  millage  to  the  taxpayers  and  stand  to  lose  ap- 
proval. 

The  recommendation  has  the  effect  of  decreasing  the  district's 
need  to  use  the  district  le-s'ies  to  fund  its  budget.   It  essen- 
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tially  involves  two  steps - 

The  first  step  is  to  increase  the  statutory  maximxim-budget-witli- 
out-a-vote  schedules  for  those  districts  presently  spending  less 
per  student  than  the  average  district.   This  will  have  the  effect 
of  providing  more  money  for  the  poorer  districts  such  that  they 
will  not  have  a  need  to  use  the  voted  levies  to  fund  their 
general  fund  budgets. 

This  step  requires  the  assumption  that  "average"  district  expen- 
ditures are  meaningful  in  terms  of  what  districts  should  be  spend- 
ing.  Since  the  subcommittee  felt  that  it  would  be  extremely 
difficult  to  determine  what  a  district  should  be  spending,  that 
it  would  suffice  for  the  purposes  of  the  recommendation  to  equate 
a  weighted  average  expenditure  with  "realistic"  expenditures. 

The  determination  of  a  weighted  average  expenditure  for  districts 
of  any  given  size  (in  terms  of  ANB)  was  made  through  the  use  of 
a  linear  regression  analysis.   The  results  of  this  analysis  are 
charted  on  Graphs  I  and  II  for  elementary  and  high  school  dis- 
tricts . 

The  horizontal  axis  on  the  graph  represents  the  school  size  in 
ANB.   The  vertical  axis  represents  general  fund  expenditures  per 
AI^B.   Each  of  the  dots  on  the  graph  represents  a  particular  dis- 
trict general  fund  expenditure  per  ANB.   The  dotted  line  indi- 
cates the  present  foundation  program  level  in  expenditure  per 
student.   The  solid  line  indicates  the  weignted  average  general 
fund  expenditure  for  all  of  the  districts  in  the  state  for  each 
school  district  size. 

The  extra  money  needed  to  bring  those  districts  presently  spend- 
ing below  the  solid  line  up  to  the  line  will  be  $6,100,392  for 
elementary  schools  and  $5,408,846  for  high  schools. 

The  second  step  is  to  increase  the  foundation  program  percentage 
of  the  maximum-budget-without-a-vote  from  80%  to  90%.  This  step 
has  the  effect  of  reducing  the  use  of  the  permissive  levy  by  the 
school  district. 

The  increased  revenue  necessary  to  fund  the  recommended  changes 
is  estimated  to  be  23.41  million  dollars.   For  the  purposes  of 
the  recommendation,  the  source  from  which  these  revenues  are  de- 
rived can  come  from  either  a  county  deficiency  levy  or  a  state- 
wide property  tax.   The  discussion  here  relates  to  the  funding 
of  the  needed  revenue  from  a  county  deficiency  levy.   The 
alternative  method  of  funding  imder  the  new  constitution  will 
be  discussed  later. 


The  net  effect  of  these  two  steps  on  the  size  of  each  source  of 
revenue  funding  the  1971-1972  General  Fund  budget  of  both  high 
school  and  elementary  school  districts  is  as  follows: 
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Present  Revenues     Revenues  for  the 
Sources  of  Revenue         for  1971-72        Recommendation 


Foundation  Program 

87.02 

110.43 

Permissive  Levy 

21.59 

12.27 

Voted  Levy 

25.47 

11.38 

Interest  and  Income 

6.94 

6.94 

County  Aid 

38.15 

38.15 

State  Aid 

36.88 

36.88 

Deficiency  Aid 

5.05 

28.46 

As  is  indicated  from  the  table,  the  recommendation  has  the  net 
effect  of  reducing  reliance  on  the  permissive  levy  by  the  dis- 
trict by  over  40%,  and  reducing  district  reliance  on  the  voted 
levy  by  almost  60%.  The  money  needed  to  replace  the  use  of  the 
permissive  and  voted  levies  could  come  from  the  county  through 
the  deficiency  levy.  The  amount  of  revenue  to  be  derived  from 
the  deficiency  levy  under  the  recommendation  is  increased  from 
$5.05  million  to  $28.46  million. 

The  result  is  that  the  school  support  burden  presently  carried 
by  the  districts  where  the  wealth  disparities  are  very  great  is 
shifted  to  the  county  where  the  wealth  disparities  are  not  as 
great. 

The  shift,  caused  by  increasing  the  schedules  and  the  foundation 
program  percentage,  relieves  the  district  from  relying  on  dis- 
trict levies  to  fund  its  general  fund  budget.   The  proposal 
cuts  the  percentage  of  district  effort  from  34%  to  about  17%. 
However,  if  the  revenues  are  picked  up  at  the  county  level 
through  the  basic  and  deficiency  levies  the  reliance  on  local 
effort  (as  opposed  to  state  effort)  is  still  relatively  high. 
Therefore,  if  there  are  great  discrepancies  in  property  wealth 
per  ANB  at  the  county  level,  then  there  will  still  be  substan- 
tial inequities  in  the  funding  scheme. 

Furthermore,  this  method  is  only  a  temporary  solution.   The 
possibilities  that  the  school  districts  will  continue  raising 
general  fund  budgets  and  falling  back  on  the  district  voted 
levies  again  to  fund  these  budgets  are  very  real.   Assuming  that 
the  inflationary  spiral  will  continue,  the  school  districts  will, 
within  the  next  ten  years,  be  utilizing  the  district  levies  to 
the  extent  they  are  presently  using  them  even  under  this  recom- 
mendation. 

The  subcommittee  decided  the  only  way  to  check  this  spending 
increase  is  to  recommend  that  a  limitation  on  spending  be  im- 
posed upon  the  districts.   This  limitation  should  be  flexible 
enough  to  provide  realistic  limits  relative  to  the  state  of 
the  economy  in  any  given  year.   Further,  the  limitation  should 
only  operate  with  regard  to  those  districts  spending  above  the 
average  expenditure  level.   Therefore,  the  Council  is  not  pre- 
sently recommending  any  particular  percentage  limitation,  but 
strongly  urges  the  legislature  to  set  such  a  limit  on  budgetary 
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increascs. 

In  summary,  there  are  two  problems  related  to  the  recommendation 
of  funding  through  the  use  of  a  county  deficiency  levy.   Wealth 
differentials  at  the  county  level  are  sufficiently  great  such 
that  Montana  may  still  be  in  trouble  with  a  Serrano-type  suit. 
Secondly,  if  the  economic  inflationary  trend  continues,  the 
district  spending  levels  will  continue  to  rise.   In  ten  years, 
the  districts  may  again  be  relying  heavily  upon  district  levies 
in  spite  of  budgetary  limitations. 

The  possibility  of  finding  a  new  funding  source  to  pay  for  the 
deficiency  has  some  potential.   For  example,  the  possibility  of 
adopting  severance  taxes  on  natural  resources  extracted  from 
Montana  was  considered.   In  that  regard,  it  is  interesting  to 
note  that  a  5%  severance  tax  on  the  gross  proceeds  of  oil  de- 
rived from  within  Montana  in  1971  would  produce  $87.2  million. 
(The  entire  foundation  program  was  funded  by  $87.02  million  in 
1971-1972. ) 


DERIVING  EXTRA  REVENUE  FROM  A  STATEWIDE  PROPERTY  TAX 

The  revenue  source  with  the  most  potential  could  be  enacted  under 
the  new  constitution.  Funding  the  deficiency  and  the  basic  coun- 
ty levy  with  a  statewide  property  tax  would  eliminate  most  of  the 
present  inequities.  Under  such  a  system,  the  state  would,  in  ef- 
fect, provide  90%  of  the  maximum-budget-without-a-vote  and  would, 
therefore,  be  fully  funding  the  foundation  program. 

Until  a  few  years  ago,  the  idea  of  full-state  funding  of  public 
elementary  and  secondary  education  was  generally  considered  a 
radical  and  impractical  concept.   In  1968,  the  concept  was  re- 
vised and  given  impetus  by  Dr.  James  B.  Conant.   Today,  full- 
state  funding  has  the  explicit  support  of  such  widely  respected 
organizations  as  the  Advisory  Commission  on  Intergovernmental 
Relations,  the  Committee  for  Economic  Development  and  the  Fleisch- 
man  Commission  on  Financing  Public  Schools. ^   The  public's  willing- 
ness to  consider  the  idea,  however,  is  probably  more  closely 
related  to  growing  local  tax  burdens  than  it  is  to  the  educational 
merits  of  the  plan. 


^Advisory  Commission  on  Intergovernmental  Relations,  State  Aid 
to  Local  Governments,  Washington  D.  C. :   Government  Printing  Of- 
fice, 1969;  Committee  for  Economic  Development,  Educating  the 
Disadvantaged,  N.  Y.:   The  Committee,  1970;  New  York  State  Com- 
mission on  the  Quality,  Cost  and  Financing  of  Elementary  and 
Secondary  Education,  Vol.  1,  N.  Y.:   The  Fleischman  Commission, 
1972. 
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According  to  the  recent  National  Educational  Finance  Project  Study, 
Montana  has  relatively  small  non-property  tax  revenue  potential. 
The  study  indicates  that  Montana  could  reasonably  derive  another 
$61  million  per  bienniiim  from  income  tax   (if  Montana  used  the 
Oregon  income  tax  rate  which  is  the  highest  in  the  nation) .   It 
could  derive  another  $9  million  per  biennium  from  corporate  in- 
come tax  (if  it  taxed  at  7%) .   The  greatest  revenue  potential 
suggested  was  a  sales  tax.   The  study  indicated  that  Montana 
could  derive  $65  million  per  biennium  with  a  5%  sales  tax  and 
no  exemptions. 

The  potential  fiscal  capacity  of  the  state  would  seem  to  be  rela- 
tively great.   However,  the  National  Educational  Finance  Project 
Study  shows  that  Montana  ranks  41st  among  the  states  in  its 
ability  to  produce  more  revenue  per  capita  from  these  non-proper- 
ty tax  revenues.   Further,  the  tax  with  the  greatest  potential — 
the  general  sales  tax--was  soundly  excluded  from  consideration 
last  November.   At  this  time  it  appears  that  the  property  tax 
is  the  only  presently  available  tax  source  that  an  extractive 
state  like  Montana  can  reasonably  utilize  to  produce  the  $80 
million  plus  annually  expended  for  schools  over  and  above  the 
available  non-property  tax  revenue. 

Serrano  does  not  say  that  taxes  on  real  and  personal  property  are 
intrinsically  bad.   The  state  of  Montana  under  the  terms  of  Ser- 
rano can  take  away  the  taxing  power  of  the  local  districts  and 
apply  the  tax  on  a  statewide  basis,  thereby  providing  the  equita- 
ble tax  base  desired  for  the  support  of  education. 

Under  the  new  constitution,  there  is  no  limitation  on  the  adop- 
tion of  a  statewide  property  tax  scheme  for  funding  the  schools. 
If  the  constitution  is  ratified  Montana  can  easily  find  her  way 
to  tax  equity.   There  are  many  proposed  methods  of  deriving  and 
distributing  revenues  at  the  state  level. 

The  most  common  solution  proposed  by  students  of  the  problem  is 
the  elimination  of  the  local  taxable  property  base  as  the  deter- 
minant of  school  funding  and  levy  of  a  property  tax  at  the  state 
level.   The  statewide  property  tax  support  for  schools  could  be 
pooled,  and  the  state  could  apportion  this  and  funds  from  other 
state  tax  sources  to  the  districts  on  the  basis  of  the  number 
of  students  in  each  district.   Districts  could  be  permitted  to 
increase  expenditures  above  this  level  of  support  by  increasing 
their  local  tax  rate  provided  that  the  same  tax  rate  increase 
would  assure  the  same  number  of  additional  dollars  per  student  in 
any  district  in  the  state.   Those  states  who  have  nothing  to 
fear  from  Serrano  presently  finance  their  schools  on  a  statewide 
property  tax.   They  have  eliminated  dependence  on  local  levies 


^R.  L.  Johns  and  Oscar  A.  Hamilton,  Jr.,  "Ability  and  Effort  of 
the  States  to  Support  Education,"  Gainesville,  Florida:   I^Jational 
Educational  Finance  Project,  1970.   Table  printed  in  "Alternative 
Programs  for  Financing  Education,"  Gainesville,  Florida:   Nation- 
al Educational  Finance  Project,  1971,  p.  72. 


^JM 
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which  alleviates  the  problem  of  lack  of  resources  in  poor  dis- 
tricts . 

Local  school  boards  would  also  gain.   Boards  novj   give  such  an 
inordinate  amount  of  time  to  the  means  of  education  that  they 
have  little  or  no  time  to  consider  the  ends.   The  taxpayer  asso- 
ciations and  other  groups  would  be  left  to  focus  their  efforts 
in  Helena.   This  would  leave  the  local  administrations  to  focus 
their  efforts  on  education.   The  problem  of  slicing  the  pie 
would  still  be  there  for  the  local  board,  but  the  size  of  the 
pie  would  be  fixed  by  the  state,  equitably. 

Such  a  statewide  tax  scheme  would  produce  a  most  striking  effect 
of  tapping  presently  untouched  "tax  islands"  in  the  rich  dis- 
tricts and  tax  relief  for  a  majority  of  the  residents  in  those 
counties  whose  taxable  valuation  approximates  or  is  below  the 
state  average . 

The  method  of  funding  the  needed  revenues  recommended  by  the 
study  group  under  the  new  constitution  involves  a  statewide  pro- 
perty tax  which  replaces  the  amount  of  revenue  now  received 
through  the  basic  county  levy  and  deficiency  levy  as  well  as  the 
$23.41  million  excess. 

In  other  words,  the  recommended  program  would  provide  additional 
revenues  to  fund  90%  of  the  entire  maximum-budget-without-a-vote 
for  each  district. 


Under  this  funding  proposal, 
in  total  property  taxes  for 
taxable  valuation  per  studen 
taxable  valuation  per  studen 
However,  the  increase  is  not 
will  be  realized  from  the  st 
such  as  in  Powder  River  and 
crease  will  be  substantial. 
tricts  the  taxpayers  are  pay 
the  very  high  taxable  valuat 


there  will  be  a  substantial  decrease 
those  districts  which  have  a  low 
t.   In  those  districts  with  a  high 
t  there  is  an  increase  in  most  cases. 

great  relative  to  the  decreases  that 
atewide  tax.   There  are  a  few  cases 
Fallon  Counties  where  the  tax  levy  in- 

However,  presently  in  these  dis- 
ing  a  very  low  millage  because  of 
ion  in  the  district. 


It  must  also  be  noted  that  the  recommendation  is  only  to  replace 
the  property  taxes  presently  funding  the  maximum-budget-without- 
a-vote.   The  districts  will  still  be  allowed  to  increase  the 
district  levy  by  submitting  the  proposed  increase  to  a  vote. 
They  will  also  have  discretion  to  use  the  district  permissive 
levy  to  fund  the  entire  maximum  budget.   This  will  have  the  ef- 
fect of  introducing  an  inequity  back  into  the  funding  program. 
The  richer  districts  will  not  have  to  ask  for  a  high  voted  levy 
to  produce  the  extra  revenue,  and  may  not  have  to  use  the  per- 
missive levy.   However,  the  recommendation  will  have  the  effect 
of  providing  tax  equity  by  replacing  the  substantial  portion  of 
property  taxes  presently  raised  at  the  county  and  district  level 
with  a  statewide  property  tax. 


WBa 
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INTEREST  AND  INCOME  DISTRIBUTION 

Section  5  of  Article  XI  provides: 

Ninety-five  per  centum  (9  5%)  of  all  the  interest  re- 
ceived on  the  school  funds  of  the  state,  and  ninety- 
five  per  centum  (95%)  of  all  rents  received  from  the 
leasing  of  school  lands  and  of  all  other  income  from 
the  public  school  funds  shall  be  apportioned  annually 
to  the  several  school  districts  of  the  state  in  pro- 
portion to  the  number  of  children  and  youths  between 
the  ages  of  six  (5)  and  twenty-one  (21)  residing 
therein  respectively,  but  no  district  shall  be  en- 
titled to  such  distributive  share  that  does  not 
maintain  a  public  free  school  for  at  least  six  months 
during  the  year  for  which  such  distribution  is  made. 
The  remaining  five  per  centum  (5%)  of  all  the  interest 
received  on  the  school  funds  of  the  state,  and  the  re- 
maining five  per  centum  (5%)  of  all  the  rents  received 
from  the  leasing  of  school  lands  and  of  all  other  in- 
come from  the  public  school  funds,  shall  annually  be 
added  to  the  piiblic  school  funds  of  the  state  and  be- 
come and  forever  remain  an  inseparable  and  inviolable 
part  thereof. 

This  section,  in  essence,  directs  distribution  of  funds  on  the 
basis  of  the  number  of  children  in  the  district.   This  census 
distribution  scheme  does  not  take  into  consideration  the  ability 
of  a  district  to  fund  its  own  educational  program.   As  a  result, 
the  wealthy  districts  receive  the  same  amoiint  of  money  per  child 
as  the  poor  districts.   For  elementary  schools,  then,  the  con- 
stitutional distribution  of  I  &  I  money  adds  to  the  inequities 
of  the  funding  structure.   It  tends  to  increase  the  correlation 
between  district  wealth  and  district  expenditures. 

Under  Section  5  of  Article  X  of  the  new  constitution,  I  &  I 
funds  are  to  "be  equitably  apportioned  annually  to  public  ele- 
mentary and  secondary  school  districts  as  provided  by  law." 

It  is  the  recommendation  of  the  Legislative  Council  that  I  &  I 
moneys  be  included  in  the  state  aid  fund  and  distributed  on  the 
statutory  ANB  basis  as  the  rest  of  the  revenue  is  distributed. 

In  summary,  it  has  become  increasingly  clear  that  the  needs  of 
schools  have  met  a  steady  resistance  upon  the  part  of  the  people 
who  foot  the  bills.   Inflation,  a  high  rate  of  unemployment,  an 
extremely  unstable  economy  and  the  rapidly  increasing  costs  of 
government  (including  expenditures  for  education)  have  undoubted- 
ly contributed  to  the  taxpayer  revolt.   The  problem  of  educational 
quality  and  equality  is  very  loosely  tied  to  this  revolt.   The 
Court  decisions  that  the  unequal  financing  of  public  schools 
through  the  use  of  local  property  taxes  discriminates  against 
the  poor,  and  the  filing  of  similar  suits  insures  a  struggle  to 
restructure  school  financing  in  the  days  ahead.   The  road  to 
fiscal  equality  in  education  will  undoubtedly  be  more  tortious 
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than  the  one  that  leads  toward  racial  integration  in  education 


However,  if  this  nex 
of  the  new  constitut 
is  able  to  institute 
have  taken  an  import 
education.  However, 
be  to  set  up  a  long- 
tion.  A  hodge-podge 
varying  from  distric 
quirements  of  the  14 
that  the  taxpayers  w 


t  session  of  tho  legislature,  with  tlic  Iieip 
ion,  meets  the  tax  problem  forthright ly  and 

equitable  taxes  for  the  schools,  it  will 
ant  step  toward  restoring  public  support  of 

that  first  and  most  important  step  must 
range  equitable  system  for  financing  educa- 
,  patch-work  system  of  property  taxes, 
t  to  district,  will  no  longer  meet  the  re- 
th  Amendment  .  .  .  nor  can  it  be  expected 
ill  tolerate  it. 
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